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KOREA KEY ECONOMIC INDICATORS: 


All values in U.S. $Million 
and represent period averages 
unless otherwise indicated 


Exchange Rate: US$1.00=484.0 Estimate_/ 
As of 9/20/79 1978 % Change 1979 


INCOME, PRODUCTION, EMPLOYMENT 

GNP at Current Prices 47,350 34. 61,650 
GNP at Constant (1975) Prices 28 ,672 dae 31,109 
Per Capita GNP, Current Prices 1,279 os 1,639 
Plant & Equipment Investment, 

Current Prices 6,368 61. 7,650 
Personal Income, Current Prices 34 ,604 30., 43,950 
Indices: (1975=100) 

Industrial Production : 11 oe 22. 223.7 

Avg. Labor Productivity : 131.2 ali. 143.4 

Avg. Industrial Wage ; 237.8 34. 297.2 
Labor Force (Thous. ) 13,932 Si. 14,350 
Avg. Unemployment Rate (%) : B22 ~ 4.1 


MONEY AND PRICES 

Money Supply 2/ 5,607 
Interest Rates (Commercial Banks) : 17.0 
Indices: (1975=100) 

Wholesale Price ; 136.5 
Consumer Price, all cities ; 145.3 


Balance of Payments and Trade 
Gold & For. Exch. Reserves 2/ 4,937 


External Debt 2/ 3/ 1,012 
Annual Debt Service 3/ 2,111 
Annual Debt Service Ratio(%) 3/ : 12.3 
Balance of Payments 4/ 1,081 
Balance of Trade (FOB) -1,781 
Exports, FOB 5/ 1293) 

U.S. Share 4,058 
Imports, CIF 5/ 14,972 

U.S. Share 3,043 


Major Imports from U.S. in 1978: (In millions of Dollars) Grain, $478; 

raw cotton, $430; Electrical Products, $304; Non-Electrical Machinery, 

$368; Scrap Iron, $129; Chemicals, $150; Logs and Lumber, $114; Raw Hides 

& Skins, $174; Transport Equipment, $174. 

Footnotes: 1/ EPB & Embassy estimates. 2/Data are for end of period. 

/ Embassy estimates. Includes payments on all debt (of one 
year and more maturity) as % of total exports of goods and 
services. 4/ Basic balance. 5/ Customs Clearance basis. 
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Sources: Bank of Korea, Economic Planning Board, and Ministry of 
Finance. 





SUMMARY 


The Korean stabilization program remains in full force and should 
continue into 1980. In order to reduce the inflationary impact 

of runaway growth in the money supply of previous years, resulting 
in an explosive growth of consumer demand, and to combat imported 
inflation as a result of high commodity--especially energy--prices, 
the government has enforced tight fiscal and monetary discipline 
on the economy while seeking to increase supply as well as to 
dampen demand. Indications are that slowly, but surely, the 
policy is beginning to be effective. Increased imports, part of 
the program, together with a slowdown in export growth have 
resulted in some deterioration in the balance of payments; but 
adequate resources are being made available to finance the deficit. 
U.S. exports, despite the economic slowdown, are enjoying a banner 
year in the ROK. At the same time Korean business is taking a 
long term look at the U.S. market. 


I. ECONOMIC SITUATION AND TRENDS 


Stabilization Remains the Keynote of Economic Policy 


As noted in an earlier Trends, "Stabilization" was adopted early 
in 1979 as the principal economic goal for the year. Despite 
some press comments that the government may be relaxing its 
position, all indicators point to a resolute maintenance of this 
policy through the remainder of the year and probably during all 
or most of 1980. 


In order to combat the inflationary pressures which had developed 
strongly during the boom years of 1976 through 1978, the government 
has adopted several economic policies and programs to attack the 
problem on various fronts. Foremost in the struggle has been a 
tight monetary policy. Growing at a nearly fifty percent rate by 
the third quarter of 1977, the money supply (M-1) growth rate by 
August 1979 had been cut down to a mere 11.6 percent compared to 
the corresponding month the previous year. A similar decline has 
been recorded in the total money (M-2) aggregates; from a 45 
percent rate in mid-1977 to 25.4 percent by August of this year. 
Since December of last year, the money supply (M-1) has actually 
fallen by 3 percent. On the other hand, the interest rate 
structure remains unchanged since June 1978 when the prime rate 
was raised from 15 to 18.5 percent. 


This tight monetary policy has not been without its costs. Highly 
leveraged Korean industry has been dependent on bank financing, 
not only for working capital but investment funds as well. Asa 
result of the tight money policy and restriction of bank loans, 
industry has found itself in a credit squeeze, resulting in the 
curtailment or suspension of operations, especially for small and 
medium-sized firms. According to one survey, by mid-1979 the 
operation rate for small businesses had dropped to 73.4 percent. 
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Larger firms, except for a few publicized instances, have been 
less hard hit. In addition to obtaining curb market financing, 
albeit at very high rates of 3 to 5 percent monthly, industry has 
obtained from banks some support through various government policy 
funds as export support loans and assistance for heavy and 
chemical industries. Nevertheless, increased interest costs, 
falling demand, and tight credit have resulted in a slowdown of 
expansion projects and a drop in employee recruitment. Efforts 
are being made, however, to minimize layoffs. As a result of the 
stabilization program, consumer demand has declined, principally 
for such durables as automobiles, refrigerators and air condi- 
tioners. Also, the very large recent increase in energy prices, 
on an average of 59 percent in July, has placed an additional 
burden on consumers. The growth in real private consumption in the 
second quarter fell to 8.3 percent from the 11.6 rate registered 
in the first quarter of 1979 and further drop off is expected in 
the second half. This falloff in demand has resulted in very 
heavy inventory accumulation which will have to be reduced in 
coming months. 


In addition to the tight monetary policy, the Korean government 
has inaugurated a stringent fiscal policy. At the end of August, 
revenues, as a percentage of the budget, were 75.3 percent; but 
expenditures have been held to 59.8 percent. This has resulted 
in a general budget surplus of $1.45 billion dollars. Special 


expenditures of the Grain Management Fund have been held to min- 
imal increases, giving an overall fiscal surplus of $717 million. 
Although some loosening of government expenditure is expected 
during the coming months, it is expected that an overall fiscal 
surplus. will be maintained, despite the special supplementary 
budget to be introduced in October. Moreover, the administration 
has announced that the 1980 budget would not exceed that for the 
present year by more than 29 percent. Taking into account the 
present rate of inflation - about 20 percent measured by consumer 
prices - and the intention to increase in real terms defense 
expenditures, this means that other real expenditures will show 
little, if any, increase. The government is reportedly planning 
no new investment projects except for farm mechanization, 
expansion of educational facilities, and petroleum stockpiling 
for fiscal 1980, with many other projects now under construction 
to be stretched out. Taxes will also be increased, especially for 
luxury items and the defense surtax has been extended for another 
five years. 


Other policy measures under the stabilization program include 
increases of supply, especially for daily necessities. Import 
liberalization remains a central point in this respect. As of 

the end of August, total imports were up 46.7 percent over those 

of the first eight months of last year. While almost all items 
have shown significant gains, the largest percentage increases were 
in foods (up 120 percent) and grains (up 52.6 percent). While 

many items have continued to climb in the price indexes, food 
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prices have risen by only 6.4 percent since December and shown a 
declining trend in recent months. The government is also making 
strenuous efforts to increase the flow of basic items from local 
producers to stabilize the costs of necessities. 


According to recent reports, the government will maintain its 
basic policies at least to 1981 in order to obtain stable economic 
growth, despite criticisms and pressures from some interest groups. 
Real GNP, which grew at 13.3 percent in the first quarter and 

9.9 percent in the second is expected to decline further to about 
7 percent in the third and 5 to 6 percent in the fourth, 

resulting in an annual real growth of around 8 percent for 1979. 
The present slowdown, which is also in part due to a weakening in 
export growth, is expected to continue through the first half of 
1980 and possibly until the third quarter. It is hoped by that 
time not only will the stabilization program have resulted in an 
abatement of inflationary pressures, but a pickup in world trade 
will result in a more rapid growth of exports at a time when unit 
labor costs have been brought under control. This would preclude 
the need for a devaluation of the won dollar exchange rate. 

Export target for 1980 has been tentatively set at $18.6 billion, 
a 20 percent increase over this year's target. The forecast is 
for about a six percent real GNP growth in the first half of 1980, 
increasing to about 10 percent in the second. Subsequently, by 
1981 Korea should return to double digit real growth, while price 
increases are held to the 8-10 percent per annum level-provided 
everything works according to plan. 


Deterioration In Balance of Payments 


The large expansion of Korea's imports through the first eight 
months of 1979 has not been withovt its costs, especially with 
regard to the country's balance of payments. By the end of August 
the trade deficit had reached $3,313 million (exports at $9,213 
million and imports at $12,526 milJion). Moreover, service 
receipts, principally from overseas construction services, which 
had increased by 48 percent in the first eight months of last 
year, rose by only 9.8 percent in the corresponding period of 1979 
to $3,126 million, and the surplus on net invisibles declined from 
$224 million in 1978 to $132 million in 1979. With transfer payments 
almost the same in both periods, the current account deficit rose 
nearly seven times to $2,901 million in the January-August period 
of this year compared to $431 at this time a year ago. 


Many factors contributed to the poor current account performance, 
especially in the trade sector. Import liberalization measures 
helped bring about a 46.7 percent increase for imports (CIF) in 
the first eight months over the corresponding period last year. 
However, during the same period, the import price index jumped 
32.7 percent (26.9% alone since December 1978), with an "average" 
increase in the first half of 1979 of 17.4 percent. Thus "real" 
imports have grown more in the neighborhood of 24-28 percent-- 
conversely "real" commodity exports fell by 2.7 percent in the 





first half. In addition to higher import costs for crude 
petroleum, prices for other raw materials as copper, scrap 

iron, grains, etc. rose together with especially large increases 

in the costs of petrochemical intermediates, in some cases over 

100 percent. Exports have been hurt, not only by increasing 
production costs and higher material prices, but the continual 
spread of protectionism in many of the country's principal overseas 
markets. For the first eight months the export growth rate has 
been 20.4 percent compared to the 22 percent target growth rate. 


To finance the growing deficit and at the same time to expand 

foreign exchange reserve levels to $5.9 billion, Korea is relying 

on massive infusions of foreign capital this year: $3.6 billion 

gross or $2.4 billion net in long term capital, $500 million net in 
short term and $1.0 billion net inflows in banking accounts. As of 
the end of August the net long term capital inflows amounted to 

$1.5 billion and net short term by $480 million. The latter actually 
represents a turnabout of over $1.6 billion in short term flows 

Since August 1978, when the Korean government was actively restricting 
imports of short term capital and seeking to expedite repayments. 

Of the inflows to date most of the amount represents commercial 
loans, but significant infusions of "public" loans from the IBRD, 

ADB and U.S. ExImBank is expected in the last quarter. 


Korean government planners have forecast a total trade deficit of 
$3.8 billion for this year and a current account deficit of $2.9 
billion. Both figures appear to be somewhat optimistic, especially 
Since the current account figure has already been reached. Although 
there is some indication that imports will slow down by the final 
quarter - import licenses issued have been in a strongly declining 
trend since March -; nevertheless, a trade deficit of over $4 billion 
appears likely, unless exports expand rapidly in the remaining months. 
This could result in the current account deficit surpassing the 

$3 billion mark, possibly to around $3.2 billion. However, the 
government is providing extra incentives for increasing exports, 
including liberalized financing, and seeking to increase this year's 
goal of winning overseas construction projects by an addition $2 
billion to $8 billion. If successful, the official estimates noted 
above may indeed be close to the mark. 


U.S. Exports Show Strong Growth 


Despite the slowdown in economic growth noted above, U.S. exporters 
have had a banner year, to date, in the Korean market. For the 
first half of 1979, the value of U.S. exports to Korea rose 57.3 
percent, eight percentage points above the 49 percent growth in 
total imports to Korea. As a result, the U.S. market share rose 
from 20.7 percent registered in the first half of 1978 to 21.8 
percent. At the same time imports from Japan, the United States' 
principal rival in the Korean market, rose only 27.3 percent; and 
its market share dropped from 40.9 percent to 34.9 percent. On the 





7 


other hand, imports from the Federal Republic of Germany increased 

by a large 111.3 percent, albeit from a much smaller base. Impressive 
gains were also registered by other EC countries, i.e., United 
Kingdom, France, etc. 


Although agricultural products and raw materials continued to 
predominate, significant gains were recorded in U.S. exports of 
machinery and other industrial products. Especially prominent were 
exports of non-electrical machinery (up 61.5 percent), transportation 
equipment - new planes for KAL-(up 282 percent), chemicals (up 105 
percent), plastic resins (165 percent) and electrical machinery and 
equipment (36 percent). 


Despite the impressive gains in the above items, the U.S. market share 
for all of them remains far below those of Japan (see Table). Only 

in grains, raw cotton, scrap iron, tobacco and oil seeds does the 
United States maintain the preponderant share of the Korean market. 


Table 3. Korean Imports by Major Items from World 
U.S., and Japan - First Half of 1979 


CIF* 
$ Million 


% Change from 
First Half of 1979 First Half of 1978 


Commodity World U.S. q2/ Japan g2/ World U.S. Japan 


Grain 315 304 96.5 1 0.3 38.6 38. 
Textiles 546 245 44.9 180 33.0 6.4 -l. 
(Raw Cotton) (223) (216) (96.9) (0) (0) (-10.4)(-10. 
Electrical Machinery 738 182 24.7 420 56.9 49.1 35. 
and Equipment 
Non-Electrical 1,589 239 15.0 
Machinery 
Iron & Steel Prod. 823 98 9 
9 


(Scrap Iron) (95) (75) 


848 53.4 69.4 Gi. 


580 70. 56. 
(9) 9. 20. 


Ww db 


31. 


Raw Hide & Skins 202 107 . : ai. 
incl. Leather 
Transport Equip. 561 ‘ ‘ 41. 
Logs & Lumber 458 : ; 48. 
Sugar & Molasses 89 12. 
Crude Oil 1,306 20. 
Chemicals & related 761 : . oa. 
Products 
Meat 112 ; 
Oil Seeds 75 : ; 158. 
Beef tallow 54 ‘ - 58. 
Tobacco 50 : 614. 
Natural Calcium 43 ; 16. 
Phophates 


i) 


WwWonnd Ww 


bo Ww OO 





Table 3. Korean Imports by Major Items from World 
U.S., and Japan - First Half of 1979 (Cont'd) 


% Change from 
First Half of 1979 First Half of 1978 


Commodity World U.S. qe! Japan ga! World U.S. Japan 

Metallic Ores 104 0 - i a 182 <3 ~ 0 

Coal 167 45 26. 1 0. 165. 18%. 0 

Plastic resins and 197 53 26. O73 ol. 165. 22. 
Artides 

Rubber, natural and 113 4 3. SD SEs 41. 100. 45. 
Synthetic 

Pulp & Paper 58 oY. 38 24. 10. 65. 26. 


Others 1,192 220 is. 490 41. 84. ‘ 33. 


Total 9,648 2,106 21.8 3,365 34. 
a/ Market share to the items imported from world. 
* Customs clearance basis. 


The outiook continues bright for U.S. exports despite the present 
economic slowdown. Investment outlays remain high for modern 
equipment as Korea seeks to upgrade its technological skills and 
maintain its international competitive position. Moreover, 
government policy encourages the shift of imports to U.S. suppliers 
where price and delivery are reasonable. Exports to Korea will 
receive a large impetus from recently awarded contracts for nuclear 
power stations. To date a U.S. firm has been successful in obtaining 
contracts for the placement of six nuclear reactors. Since Korea 
has a very ambitious plan to convert to nuclear power over the next 
two decades - one estimate is for 46 nuclear plants by 2000 - the 
potential not only for exports of reactors and related equipment, 
but generators, controls and transmission equipment is exceedingly 
high. Other promising areas include: telecommunication equipment, 
especially switching systems; computers and process controls as 
automation of this economy is not too far down the road. 


Korea Looks Ahead at U.S. Market 


Since 1972 exports from the Republic of Korea to the United States 
have grown more than five times from the $759 million recorded that 
year to $4,058 million in 1978. Estimates for 1979 fall within a 
narrow range of between $4,650 and $4,760 million. Despite this 
impressive growth the ratio of exports to the United States to total 
Korean exports has fallen from 46.7 in 1972 to 32 in 1978 and around 
31 estimated for this year, a strong indicator of successful export 
promotion in other markets. 
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In the first half of 1979 Korean exports to the United States rose 
only 14 percent, far below the gains registered elsewhere, except 
for declines in Mid East markets as a result of a falloff in 
construction activities. Thus exports to Japan increased by an 
impressive 49 percent, 43 percent to Germany, 31 percent to the 
Netherlands and 20 percent to Canada. Within major categories, 
actual declines in the first six months were found in Korean 
exports to the United States of textiles (down 7 percent), footwear 
(down 4.2 percent) and non-electrical machinery (off by 2.5 percent). 
On the other hand, strong growth was recorded in Korea's exports of 
electronic components (up 29.8 percent), plywood (24.8 percent) 
rubber tires and tubes (up 30 percent) and watches and clocks 

(28.6 percent increase) to the U.S. market. Textiles remain the 
largest single export item to the U.S.; other significant export 
product categories at present are electrical products, iron and 
steel products, footwear and plywood. 


Despite the slower growth of Korean exports to the United States, 
Korean businesses still consider this country their principal 

market for many years to come. A recent study by the Korean Traders 
Association projects exports to the U.S. market to reach $5.8 billion 
in 1980, $9.6 billion in 1983 and $12.8 billion in 1985, with a 
market share of 3.5 percent of total U.S. imports by that year. 

This growth is expected to be primarily concentrated in machinery and 
automobiles (SITC 7), intermediary products (SITC 6) and miscellaneous 
goods (SITC 8), the latter including garments, footwear, toys and 
sporting goods, and watches and clocks. Specific items of more 
skilled-technology intensive products which the Koreans consider 
offer best prospects for the future include: electronic components, 
household appliances, general industrial machinery, audio and 
communication equipment, and office machinery and equipment. To 
facilitate export growth in the United States, branches of Korea's 
General Trading Companies will be strengthened, investments expanded, 
and market research increased. Among its competitors from the 

newly industrializing countries (NIC's), Korea expects its principal 
rivals to be Mexico and Taiwan. Altogether Korea is looking forward 
to improved prospects in the U.S. market; and U.S. businesses 

should be doing the same with respect to Korea. 


II. IMPLICATIONS FOR THE UNITED STATES. 


Despite the current business slump in Korea resulting from the 
stabilization program described above, prospects for American exports 
to Korea are anything but dim, both in the short-run and, especially, 
the lonaer-run. The fact is that Korea is a country with perhaps 
the highest rate of economic. growth of any country in the world; it 
is now going through a period of consolidation; but as stated above, 
the country by 1981 may be expected to resume the phenomenal annual 
growth rate it has enjoyed over the past decade. Whether future 
annual growth averages eight, ten or twelve percent is almost 
immaterial; in any case, expansion of such magnitude can only mean 
extensive investment in production equipment, as well as the 
infrastructure needed to support an expanding economy. This means, 
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for many years to come, Korea is going to have a great demand for 
sophisticated production machinery, construction and handling 
equipment, high technology instrumentation and electronic data 
processing equipment, as well as equipment and technology needed 
to upgrade its electricity and communications networks. Such 
equipment will be needed to satisfy both domestic requirements 
and the need to upgrade the quality of Korea's export production 
which in turn is a key to the country's future economic growth. 
At the same time, the government is much concerned about the 
quality of life of the Korean population. There will be a 
growing need for such products as medical equipment and a gradual 
relaxation of controls on the import of a variety of consumer 
goods. 


Although there is, and will continue to be, heavy competition 
from sellers and producers around the world to help satisfy this 
considerable demand in Korea for high quality imports, the timing 
is now very propitious for American exporters. In an effort to 
reduce its considerable trade deficit with Japan, the Korean 
government is exhorting private importers to seek out new sources 
of supply in the U.S., Europe and elsewhere. Traditionally Japan 
has been by far the strongest competitor of the U.S. in the 
Korean market. Moreover, although there are still restrictions on 
a number of import commodities, import liberalization has been 
proceeding steadily. The government's stabilization program 
calls for this to continue. 


A very important factor for U.S. suppliers to consider, however, 
is that Korea, both government and private industry, is 
particularly concerned not only about future growth, but about 
long-term supply commitments and reliability of supply, as well 
as delivery time, after-sales service, spare parts and the like 
and a manufacturer's willingness to tailor production to the 
Korean market. American firms must also seek to become more 
price competitive and meet the competetion rather than seek to 
protect profit margins. Frankly, U.S. suppliers do not have 
the best reputation in matters of this sort. U.S. producers 
seriously interested in entering the Korean market would be well 
advised to pay due regard to the longer run implications and not 
concentrate merely on short term, one time sales. Attractive 
financing can also be an important key to sales in Korea, 
especially for major projects. It may be noted that Korea 
enjoys an excellent credit rating and is, in fact, by far the 
largest recipient of U.S. Eximbank financing of any country in 
the world. 


There are clearly good prospects for sales to Korea by American 
producers and exporters of a wide variety of goods and services. 
The Embassy's market research suggests that, in terms of total 
magnitude of prospective non-agriculture sales, the best 
opportunities might lie in such categories as metalworking and 





finishing machinery; power generation, transmission and 
distribution equipment; materials handling equipment; construction 
and mining equipment; process controls; computers and peripheral 
equipment; communications equipment; scientific and laboratory 
instrumentation; medical equipment; textile and apparel machinery 
and electronics industry production and test equipment. For 
those companies whose product range does not include the above, 
there are also excellent opportunities for such products as 
chemicals, coal, scrap metals, logs, aircraft, anti-pollution 
equipment, energy-saving devices, processed foods, and a growing 
variety of other consumer goods. The range is almost unlimited. 


Korea's importance as a trading partner of the U.S. is growing 

steadily. To take advantage of these future opportunities, the 
time for American companies to establish a foothold in Korea's 

very receptive market is now. If U.S. companies do not seek 

to do so, others will. 
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